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PART A: MULTIPLE CHOICE QUESTIONS 
e Answer ALL TWENTY (20) questions in PART A. 
e Select the choice that is most appropriate and CIRCLE on the MULTIPLE CHOICE ANSWER 
SHEET. Answers not shown on Multiple Choice Answer Sheet will not be marked. 


e Each question carries 2 marks. (20 questions x 2 marks each = 40 marks) 


1. Every year the typical family on Planet Econ consumes ten pizzas, seven pairs of jeans and 20 
litres of milk. In 2002 pizzas cost $10 each, jeans cost $40 per pair, and milk costs $3 per litre. In 
2003, the price of pizzas went down to $8 each, while the price of jeans and milk remained the 
same. Between 2002 and 2003, a typical family's cost of living: 


A. increased by 4.5% 
B. decreased by 4.5% 
C. increased by 20% 

D. decreased by 20% 


2. If all prices, including the price of beef, increase by 3%, then the relative price of beef has 
and there inflation. 


A. increased; is 

B. increased; is no 

C. remained constant; is 

D. remained constant; is no 


3. Shoe-leather costs of inflation refer to the: 


A. difficulty of interpreting the price signals in an inflationary environment 
B. unintended changes in taxes caused by inflation 

C. arbitrary redistribution of wealth from one group to another 

D. costs of economising on holding cash 


4. The consumer price index measures the cost of: 


A. a fixed basket of goods and services 

B. a changing basket of goods and services 

C. all goods and services purchased by consumers 

D. goods and services required to live above the poverty level 


5. If workers and employers expecting 3% inflation agree to a three-year wage contract, and 
inflation turns out to be 5%, then: 


A. workers gain and employers gain 
B. workers gain and employers lose 
C. workers lose and employers gain 
D. workers lose and employers lose 


6. 


10. 
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Use the following table of Mary’s assets and liabilities to answer the question: 


Two cars $15 000 
House $400 000 
Mortgage $300 000 
Cash $1 000 
Car loans $5 000 
Cheque account balance $3 000 
Credit card balance $3 000 


What is the value of Mary's liabilities? 


A. $300 000 
B. $303 000 
C. $308 000 
D. $311 000 


Explanations for the low saving rate in Australia consistent with the precautionary reason for 
saving include: 


A. relatively generous government assistance for the elderly and large down payments required 
for home purchases 

B. households spending beyond their means to keep up with community standards 

C. well developed financial markets making it easy to borrow against home equity 

D. confidence in future economic prosperity 


Where Y is GDP, C is consumption, / is investment and G is government spending, if there is no 
international trade, then national saving equals: 


A.C+I+G 
B. Y-C-G 
C.Y+C+G 
D.Y-C-I 


If household saving increases by $4 million, business saving decreases by $4 million and the 
government budget deficit increases by $4 million, then private saving and public saving 


A. increases; increases 
B. increases; decreases 
C. does not change; increases 
D. does not change; decreases 


An increase in the government's budget deficit the real interest rate and the 
equilibrium quantity of national saving. 


A. increases; increases 
B. increases; decreases 
C. increases; does not change 
D. decreases; increases 
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11. Ron's Desk Company expects to sell $10 000 000 worth of desks and to produce $10 500 000 
worth of desks in the coming year. The company purchases $100 000 of new equipment during 
the year. Sales for the year turn out to be $9 000 000. Actual investment by Ron's Desk Company 
equals __—_—s and planned investment equals 


A. $1 000 000; $100 000 
B. $1 500 000; $100 000 
C. $1 500 000; $600 000 
D. $1 600 000; $600 000 


12 Use the following figure to answer the question: 


PAE 
y* Y= PAE 


PAE = 600 + .5Y 
PAE = 400 + .5Y 
PAE = 200 + .5Y 


600 
400 
200 


400 800 1,200 Output Y 
Ys 


When PAE = 400 +.5Y, short-run equilibrium output equals: 


A. 200 
B. 400 
C. 600 
D. 800 


13. If short-run equilibrium output equals 10 000, the income—expenditure multiplier equals 10, and 
potential output (Y*) equals 9000, then government purchases must to eliminate any 
output gap. 


A. increase by 10 
B. increase by 100 
C. increase by 1000 
D. decrease by 100 


14. 


13, 


16. 


17. 


ECON102 Special, Trimester 1 2014 


In the short-run Keynesian model where the marginal propensity to consume is 0.5, to offset an 
expansionary gap resulting from a $1 billion increase in autonomous consumption, taxes must be: 


A. increased by $1 billion 
B. decreased by $1 billion 
C. increased by $2 billion 
D. decreased by $2 billion 


Fiscal policy refers to: 


A. the spending and taxing policies used by the government to influence the economy 
B. the behaviour of the central bank, regarding the nation's money supply 

C. the techniques used by a firm to reduce its tax liability 

D. the government's ability to regulate a firm's behaviour in the financial markets 


Use the following figure to answer the question: 


PAE 
y* Y= PAE 


PAE =5 000 + .6Y 
PAE = 4 000 + 6Y 
PAE =3 000 + 6Y 


5 000 
4 000 
3 000 


7500 12500 
40 000 a 


Y 


Starting from an initial short-run equilibrium where output equals 10 000, if autonomous 
consumption spending increases by 1000, then the new short-run equilibrium is at an output (Y) 
equal to: 


A. 3000 
B. 4000 
C. 7500 
D. 12 500 


An increase in the government’s purchases eliminates a(n) gap. 


A. poverty 

B. income 

C. contractionary 
D. inflation 
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18. Government transfer payments usually: 


A. rise during recoveries and recessions 
B. rise during recoveries and fall during recessions 
C. fall during recoveries and rise during recessions 
D. fall during recoveries and recessions 


19. Because of automatic stabilisers, when GDP fluctuates the: 


A. government's budget remains in balance 

B. government's deficit fluctuates directly with GDP 

C. government's deficit fluctuates inversely with GDP 

D. the economy will automatically go to full employment 


20. Automatic stabilisers imply: 


A. an automatic increase in government spending or decrease in taxes when real output declines 
B. an automatic increase in government taxation when real output declines 

C. automatic stabilisation of the economy 

D. automatic reduction in transfer payments 


PART B: SHORT ANSWER QUESTION 
e There is ONE (1) short answer question to this part. 
e Answer all parts in this question. 


e It carries a total of 20 marks. 


21. An economy is described by the following equations: 


Ce =1000+0.6(¥ -7) 


I’ =500 

G =100 
NX =100 

T =100 

Y* =1500 


a. Find a numerical equation relating planned aggregate expenditure to output. (5 marks) 


b. By how much would government purchases have to change in order to eliminate the output 
gap, if any? (5 marks) 
c. Usea Keynesian-cross diagram to briefly explain the effects of the change in government 


purchases in part (b) (5 marks) 


d. By how much would autonomous tax have to change in order to eliminate output gap, if any? 


(5 marks) 
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PART C: SHORT ESSAY QUESTIONS 


There are TWO (2) sections to this part. 
Answer ONE (1) short essay question from each section. 


Each short essay question carries 20 marks. 


pin 


23; 


24. 


23: 


SECTION A 


“High inflation and high unemployment both represent ‘economic evils’, but, given a choice, high 
inflation is not as costly as high unemployment.” 
Do you agree with this statement? As part of your answer ensure that you discuss the costs of both 


high inflation and high unemployment. 
OR 


Using the AD-AS model, show how real GDP would change over time if the Reserve Bank 
targeted a lower inflation rate and there was no change in fiscal policy. Suppose that real GDP was 
equal to potential GDP at the time of the change. Explain the role and behavior of interest rates 


and inflation in the adjustment of the economy. 


SECTION B 


Assume the economy is initially at its long-run equilibrium, but the Reserve Bank deems that the 
inflation rate, which is at 10 percent, is too high. Explain how the Reserve Bank could implement 
an anti-inflationary policy to reduce the inflation rate to 3 percent. Illustrate your answer with 
diagrams that show: 

a. what happens to the Reserve Bank’s policy reaction function; 

b. short-run equilibrium following the implementation of an anti-inflationary policy; and 


c. the new long-run equilibrium at the lower inflation rate of 3 percent. 
OR 


Assume that the Reserve Bank of Australia runs a tight monetary policy in order to reduce the 
inflation rate and that Australia has a flexible exchange rate. Will monetary policy be effective in 
reducing the inflation rate? Discuss the direct and indirect effects of monetary policy on aggregate 


demand. 
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Name: 
Student Number: 
ANSWER SHEET FOR PART A 
Please CIRCLE clearly the correct answer. 
Question | eAe eBe eCe eDe 
Question 2 eAe eBe eCe eDe 
Question 3 eAe eBe eCe eDe 
Question 4 eAe eBe eCe eDe 
Question 5 eAe eBe eCe eDe 
Question 6 eAe eBe eCe eDe 
Question 7 eAe eBe eCe eDe 
Question 8 eAe eBe eCe eDe 
Question 9 eAe eBe eCe eDe 
Question 10 eAe eBe eCe eDe 
Question 11 eAe eBe eCe eDe 
Question 12 eAe eBe eCe eDe 
Question 13 eAe eBe eCe eDe 
Question 14 eAe eBe eCe eDe 
Question 15 eAe eBe eCe eDe 
Question 16 eAe eBe eCe eDe 
Question 17 eAe eBe eCe eDe 
Question 18 eAe eBe eCe eDe 
Question 19 eAe eBe eCe eDe 
Question 20 eAe eBe eCe eDe 


Please remember - This examination question paper MUST BE HANDED IN. Failure to do so may 


result in the cancellation of all marks for this examination. 
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